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Introduction and Overview
Several recent decades have been witnessing an increasing deepening of financial systems as well as their international broadening. The development of financial systems -in terms of the quantity, quality and diversity of market participants, procedures, instruments as well as resources -has been impressive. Simultaneously, the pace of integrating domestic financial systems into an international network has accelerated and fuelled the process of financial globalisation, bringing it ahead of the globalisation of other sectors of the economy.
The links of finance to growth have been extensively examined in the economic literature. These linkages rank among the fundamental topics in the analysis of growth. The interest of economists and policy makers in the link between finance and growth has been motivated -to a large degree -by the performance of the US economy, which is most advanced in both economic and financial terms. For many years, the US has been achieving relatively high GDP growth rates while, simultaneously, enjoying rapid development of the financial sector and providing a benchmark for other countries.
There is a strong view advocating that, domestically, financial development positively affects growth.
This view rests heavily on the assumption of perfect financial markets, which are also efficient. Improved financial markets, institutions and products can affect growth by raising the fraction of savings available for
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Global Financial Governance: an IMF Perspective DOI: 10.5709/ce.1897-9254.1 investment, facilitating the process of trading and of risk pooling and, above all, by improving the allocation of capital and producing a higher total factor productivity (McKinnon, 1973 ; Levine, 1997; Summers, 2000) . More specific debates on the nexus between finance and growth include such issues as measurements of the financial depth, the structure of financial systems (in particular, the role of bank-based vs. capital market-based system) and a potential reverse causation from growth to financial development (Khan & Senhadji, 2000) . The effects of the financial sector for growth are amplified in an international environment.
A domestic process of financial deepening is complemented by the global process of financial broadening. Growth-enhancing effects of an improved allocation of capital and of the better diversification of risk increase as these processes occur worldwide. Free capital flows are considered fundamentally sound. Through an improved allocation of capital and better diversification of risk, they enhance growth and help smooth consumption (e.g. Fischer, 1998; Summers, 2000) . In addition, more refined approaches conclude that several relevant domestic factors -such as strong development of a financial sector, prudent macroeconomic policy, strengthened institutional frameworks, improved public and corporate governance -correlate with external capital inflows. Depending on causality, these factors are considered either as conditions/thresholds needed to achieve growth benefits or as additional benefits/ collaterals to growth (Kose et al., 2006) . In particular, the availability of capital is broadened for the capitalscarce, less developed economies and is strengthening their opportunities to converge to economically advanced countries (Henry, 2007; Frankel, 2010) .
Numerous empirical studies confirm a positive causal relationship from finance to growth, regarding as causes both the level of development of the financial sector (e.g. King & Levine, 1993 ) and financial globalisation (e.g. Henry, 2007 ). An experience of several European emerging economies demonstrates that a financial system, which was developed, to a large extent, through linkages with Western Europe, can be a positive factor for income convergence (Abiad et al., 2007) . EU financial regional policy transfers add -to quantitative effects -also improvements of development policies in the new EU member states (Kengyel, 2009 ).
Under the opposite view, the assumption of perfect and efficient financial markets is challenged. Instead, these markets are characterised by several failures, such as information asymmetries or herding behaviour (Greenwald & Stiglitz, 1986) . The process of financial development can also fuel market imperfections and increase aggregate financial risks. Global financial markets serve as amplifiers of those risks as well as channels of domestic financial turbulences worldwide. Under this approach, distortions dominate over efficiency while benefits yielded to individual market participants may be detrimental to overall stability and welfare (Eichengreen & Mussa, 1998) .
A vast amount of research has advanced the development of the theory of financial crises. As these crises usually have the common, general background -unsustainable macroeconomic imbalances and misalignment of asset prices and of exchange rates -currency, banking, asset as well as foreign debt crises tend to occur together or around the same time, although this does not necessarily always imply a causal relationship. Banking and currency crises are referred to as "twin crises" (Goldstein, 2005) . In particular, extensive studies on a currency crisis have produced a comprehensive typology running from first-generation models associated with inadequate macroeconomic policies (Krugman, 1979; Flood & Garber, 1984) , through the second-generation associated with multiple disequilibria (Obstfeld, 1994; Obstfeld, 1996) , to third- 
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IMF and International Capital Flows
The stability of the international financial system depends, to a considerable degree, on international 
IMF Surveillance, Exchange Rates and Global Imbalances
Promoting exchange rate stability is among the pur- Fund's credibility has been, and still is, challenged; the process of necessary governance reforms is on track,
but not yet completed.
In order to improve surveillance over exchange rate policies and to reinforce its implementation, in 2007, the IMF has amended the 1977 Surveillance Decision.
The main objective was to extend the Fund's surveillance on all major causes of external instability related to the exchange rate policies, in particular, to equip the IMF with the power to deal, in addition to competitive One of the challenging options for future research on exchange rate policies could be the monetary union and paths of the euro adoption since current policies of candidate countries vary broadly.
IMF Lending
Like surveillance, IMF lending also serves multiple purposes for the Fund. In particular, IMF lending programmes are instrumental not only in the resolution of the crisis in a member country's economy, but also -through improving market confidence in a member -in the crisis prevention. They also help attract financing from sources other than the IMF (i.e. they catalyse financing) and help restrict the financial contagion. In order to fulfil these roles, the Fund needs adequate financial resources as well as efficient vehicles necessary to channel funds when and to where they are needed.
Restricting contagion is particularly important in the global context. In theory, by providing liquidity when private providers are reluctant to provide, the Fund helps prevent or reduce default of a debtor country and that outcome benefits also other countries. Otherwise, the equilibrium world interest rates would go up and borrowing costs would increase, which is a negative externality; such an effect is also generated by the deterio- 
IMF Credibility
An improved Fund offer in the field of surveillance and lending is highly relevant, but not entirely suffi- than what it should have been. In the case of the Eurozone economies combined, the misalignment was at approximately 50% to the opposite (see Table 1 ).
In addition to the GDP, IMF quotas include three 
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